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On May 19, Citicorp, the largest in the United States, announced it would suffer a $2.5 billion loss
in the second quarter, result of plans to establish a $3 billion reserve to cover possible losses on its
foreign loans. Citicorp is among Latin America's biggest commercial bank creditors, and heads the
bank committees representing banks throughout the world in negotiating loan reschedulings with
Brazil, Mexico, Argentina and Peru, and other major Latin American debtors. Citicorp estimates that
its losses for 1987 will total some $1 billion. The decision to establish the reserve was approved on
May 18 by the bank's directors following a study of world economic trends and potential impacts on
Citicorp's principal clients. The bank also announced it would accelerate efforts to reduce its debt
exposure among developing countries by selling loans and engaging in "debt-for-equity swaps."
At a press conference, Citicorp chief executive officer and chairman John Reed said the board
of directors studied the bank's debt portfolio in the context of restructuring payment schedules
for several Third World nations. Included here was its decision in the first quarter to modify the
status of $3 billion in loans to Brazil. Citicorp had decided to record Brazilian loan payments when
received (non-performing status) as opposed to the customary US banking practice of recording
the payments at maturity date. Reed said, "No one asked us to do this. We believe that it will
considerably strengthen the bank." He added the bank consulted with Wall Street, the Federal
Reserve and the director of the International Monetary Fund (IMF) in Washington, although these
consultations were not required by bank auditors or other authorities. Next, the bank chairman
stated that the decision does not signify a change in Citicorp's negotiating stance vis-a-vis its
external creditors. According to Reed, the bank plans to continue supporting the Baker initiative
to provide new credits for developing nations who implement economic liberalization policies.
As pointed out by financial analysts, the bank's action reflected a belief on the part of Citicorp's
management and directors that the debt crisis was not likely to ease in the near future. Reed said
the bank review had concluded that several trouble spots remained in the world economy. He said,
"These problems will be with us until the 1990's. We don't see anything in the global economy that
will allow these countries to get out of these problems soon." (Basic data from AP, 05/19/87; NEW
YORK TIMES, 05/20/87)
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